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reported costs, as adjusted to conform to Department regulations, for that
unaudited cost report period until the audit has been completed.

d. Transition

For net operating prices effective on or after July 1, 2001, the
Department will revise the audited costs of cost reports in the NIS database for
fiscal periods beginning prior to January 1, 2001 by disregarding audit
adjustments disallowing or reclassifying to capital costs, the costs of minor
movable property (as defined in § 1187.2, effective on July 1, 2001) or linens
reported as net operating costs. The Department will not adjust the audited
statistics when revising the nursing facility audited Resident Care, Other
Resident Care and Administrative allowable costs to disregard the audit
adjustments relating to minor movable property and linen costs. After revising
the audited costs to disregard these adjustments, the Department will
recalculate the maximum allowable administrative cost, and will disallow
administrative costs in excess of the 12% limitation as specified in
§ 1187.56(1)(i).

e. Inflation Factor

The Department trends the cost in the database forward to the midpoint
of the year for which the prices are being set using the most current available
HCFA Nursing Home without Capital Market Basket Index, total index level, at
the time price setting calculations are done.

2. Peer Grouping

After the Department selects the database for the price setting period, the
Department classifies each participating nursing facility into one of 14 peer groups for
net operating price setting. The Department classifies facilities that meet the
Department's definition of hospital-based nursing facility and special rehabilitation
facility into two separate statewide peer groups. To establish the 12 remaining peer
groups, the Department will use the MSA group classification issued by the Federal
Office of Management and Budget in the Office of Management and Budget Bulletin
No. 99-04 to classify each nursing facility into one of three MSA groups or one non-
MSA group. The Department then uses the bed size of the nursing facility on the final
day of the reporting period of the most recent audited MA-11 cost report in the NIS
database to classify the nursing facilities into one of three bed size groups. These
groups are 3 - 119 beds; 120 - 269 beds; and 270 beds and over. Except for the
hospital-based nursing facility and the special rehabilitation
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